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(3) Costs which cannot be directly as-
signed to either regulated or nonregu-
lated activities will be described as
common costs. Common costs shall be
grouped into homogeneous cost cat-
egories designed to facilitate the prop-
er allocation of costs between a car-
rier’s regulated and nonregulated ac-
tivities. Each cost category shall be al-
located between regulated and non-
regulated activities in accordance with
the following hierarchy:

(i) Whenever possible, common cost
categories are to be allocated based
upon direct analysis of the origin of
the cost themselves.

(ii) When direct analysis is not pos-
sible, common cost categories shall be
allocated based upon an indirect, cost-
causative linkage to another cost cat-
egory (or group of cost categories) for
which a direct assignment or alloca-
tion is available.

(iii) When neither direct nor indirect
measures of cost allocation can be
found, the cost category shall be allo-
cated based upon a general allocator
computed by using the ratio of all ex-
penses directly assigned or attributed
to regulated and nonregulated activi-
ties.

(4) The allocation of central office
equipment and outside plant invest-
ment costs between regulated and non-
regulated activities shall be based upon
the relative regulated and nonregu-
lated usage of the investment during
the calendar year when nonregulated
usage is greatest in comparison to reg-
ulated usage during the three calendar
years beginning with the calendar year
during which the investment usage
forecast is filed.

(c) A telecommunications carrier
may not use services that are not com-
petitive to subsidize services subject to
competition. Services included in the
definition of universal service shall
bear no more than a reasonable share
of the joint and common costs of facili-
ties used to provide those services.

[52 FR 6560, Mar. 4, 1987, as amended at 52 FR
39534, Oct. 22, 1987; 54 FR 49762, Dec. 1, 1989;
62 FR 45588, Aug. 28, 1997]

§ 64.902 Transactions with affiliates.
Except for carriers which employ av-

erage schedules in lieu of determining
their costs, all carriers subject to

§ 64.901 are also subject to the provi-
sions of § 32.27 of this chapter con-
cerning transactions with affiliates.

[55 FR 30461, July 26, 1990]

§ 64.903 Cost allocation manuals.
(a) Each local exchange carrier with

annual operating revenues that equal
or exceed the indexed revenue thresh-
old, as defined in § 32.900 of this chap-
ter, shall file with the Commission
within 90 days after publication of that
threshold in the FEDERAL REGISTER, a
manual containing the following infor-
mation regarding its allocation of costs
between regulated and unregulated ac-
tivities:

(1) A description of each of the car-
rier’s nonregulated activities;

(2) A list of all the activities to which
the carrier now accords incidental ac-
counting treatment and the justifica-
tion therefor;

(3) A chart showing all of the car-
rier’s corporate affiliates;

(4) A statement identifying each af-
filiate that engages in or will engage in
transactions with the carrier and de-
scribing the nature, terms and fre-
quency of each transaction;

(5) A cost apportionment table show-
ing, for each account containing costs
incurred in providing regulated serv-
ices, the cost pools with that account,
the procedures used to place costs into
each cost pool, and the method used to
apportion the costs within each cost
pool between regulated and nonregu-
lated activities; and

(6) A description of the time report-
ing procedures that the carrier uses,
including the methods or studies de-
signed to measure and allocate non-
productive time.

(b) Each carrier shall ensure that the
information contained in its cost allo-
cation manual is accurate. Carriers
must update their cost allocation
manuals at least annually, except that
changes to the cost apportionment
table and to the description of time re-
porting procedures must be filed at the
time of implementation. Annual cost
allocation manual updates shall be
filed on or before the last working day
of each calendar year. Proposed
changes in the description of time re-
porting procedures, the statement con-
cerning affiliate transactions, and the
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cost apportionment table must be ac-
companied by a statement quantifying
the impact of each change on regulated
operations. Changes in the description
of time reporting procedures and the
statement concerning affiliate trans-
actions must be quantified in $100,000
increments at the account level.
Changes in cost apportionment tables
must be quantified in $100,000 incre-
ments at the cost pool level. The Chief,
Common Carrier Bureau may suspend
any such changes for a period not to
exceed 180 days, and may thereafter
allow the change to become effective or
prescribe a different procedure.

(c) The Commission may by order re-
quire any other communications com-
mon carrier to file and maintain a cost
allocation manual as provided in this
section.

[57 FR 4375, Feb. 5, 1992, as amended at 59 FR
46358, Sept. 8, 1994; 61 FR 50246, Sept. 25, 1996;
62 FR 39779, July 24, 1997; 65 FR 16335, Mar.
28, 2000]

EFFECTIVE DATE NOTE: At 65 FR 16335, Mar.
28, 2000, § 64.903 was amended by revising
paragraph (b), effective Sept. 28, 2000. This
paragraph contains information collection
requirements and will not become effective
until approval has been given by the Office of
Management and Budget.

§ 64.904 Independent audits.
(a) With the exception of mid-sized

local exchange carriers, each local ex-
change carrier required to file a cost
allocation manual, by virtue of having
annual operating revenues that equal
or exceed the indexed revenue thresh-
old for a given year or by order by the
Commission, shall elect to either (1)
have an attest engagement performed
by an independent auditor every two
years, covering the prior two year pe-
riod, or (2) have a financial audit per-
formed by an independent auditor
every two years, covering the prior two
year period. In either case, the initial
engagement shall be performed in the
calendar year after the carrier is first
required to file a cost allocation man-
ual. The attest engagement shall be an
examination engagement and shall pro-
vide a written communication that ex-
presses an opinion that the systems,
processes, and procedures applied by
the carrier to generate the results re-
ported pursuant to § 43.21(e)(2) of this

chapter comply with the Commission’s
Joint Cost Orders issued in conjunction
with CC Docket No. 86–111, the Com-
mission’s Accounting Safeguards pro-
ceeding in CC Docket No. 96–150, and
the Commission’s rules and regulations
including §§ 32.23 and 32.27 of this chap-
ter, § 64.901, and § 64.903 in force as of
the date of the auditor’s report. At
least 30 days prior to beginning the at-
testation engagement, the independent
auditors shall provide the Commission
with the audit program. The attest en-
gagement shall be conducted in accord-
ance with the attestation standards es-
tablished by the American Institute of
Certified Public Accountants, except as
otherwise directed by the Chief, Com-
mon Carrier Bureau. The biennial fi-
nancial audit shall provide a positive
opinion on whether the applicable data
shown in the carrier’s annual report re-
quired by § 43.21(e)(2) of this chapter
present fairly, in all material respects,
the information of the Commission’s
Joint Cost Orders issued in conjunction
with CC Docket No. 86–111, the Com-
mission’s Accounting Safeguards pro-
ceeding in CC Docket No. 96–150, and
the Commission’s rules and regulations
including §§ 32.23 and 32.27 of this chap-
ter, § 64.901, and § 64.903 in force as of
the date of the auditor’s report. The
audit shall be conducted in accordance
with generally accepted auditing
standards, except as otherwise directed
by the Chief, Common Carrier Bureau.

(b) A mid-sized incumbent local ex-
change carrier, as defined in § 32.9000,
required to file a cost allocation man-
ual, shall have an attest engagement
performed by an independent auditor
every two years covering the two year
period, with the initial engagement
performed in the calendar year after
the carrier is first required to file a
cost allocation manual. The attest en-
gagement shall be an examination en-
gagement and shall provide a written
communication that expresses an opin-
ion that the results reported pursuant
to § 43.21(e)(2) of this chapter are an ac-
curate application of the Commission’s
Joint Cost orders issued in conjunction
with CC Docket No. 86–111 and the
Commission’s Accounting Safeguards
proceeding in CC Docket No. 96–150 and
the Commission’s rules and regulations
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